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Summary 

The military retirement system is a government -funded noncontributory, defined benefit system 
that has historically been viewed as a significant incentive in retaining a career military force. The 
system currently includes monthly compensation for qualified active and reserve retirees, 
disability benefits for those deemed medically unfit to serve, and a survivor annuity program for 
the eligible survivors of deceased retirees. The amount of compensation is dependent on time 
served, basic pay at retirement, and is adjusted annually through a Cost-of-Living-Adjustment 
(COLA). Military retirees are also entitled to nonmonetary benefits including exchange and 
commissary privileges, medical care through TRICARE, and access to Morale, Welfare and 
Recreation (MWR) facilities and programs. 

Currently, active component personnel are eligible for retirement or “vested” after completing 20 
years of service (YOS) and have a choice between two options (High-Three or Career Status 
Bonus/Redux) based on career expectations and the individual’s financial situation. Reserve 
personnel are eligible for retirement after 20 years of creditable service based on a points system, 
but do not typically begin to draw retirement pay until age 60. A third category of retirement is 
disability retirement. 

In FY2013, $54 billion was paid to approximately 2.2 million military retirees and survivors. 
Given the size of the program, some have viewed military retirement as a place where substantial 
budgetary savings could be made. However, others have argued that past modifications intended 
to save money have had a deleterious effect on military recruiting and retention. Military retirees, 
families, and veterans’ service organizations closely monitor potential future changes to the 
retirement system. When considering alternatives to the current system, Congress will likely 
consider the balance between budget constraints and the needs and concerns of this constituent 
group. 

The National Defense Authorization Act (NDAA) for FY2013 established a Military 
Compensation and Retirement Modernization Commission (MCRMC) to provide the President 
and Congress with specific recommendations to modernize pay and benefits for the armed 
services. The commission recommended substantial changes to the current retirement system 
from a purely defined benefit system to a blended system. The new system would allow more 
servicemembers to develop retirement savings earlier in their careers through contributions into 
the Thrift Savings Plan (TSP) coupled with government matching and early vesting, and would 
reduce the defined benefit multiplier for calculating the retirement annuity from 2.5% to 2.0%. 
The new multiplier would provide Servicemembers retiring at 20 years of service with 40% of 
their “pay base” at retirement rather than 50% under the current system. Under the commission’s 
proposed changes, existing servicemembers and retirees would be able to remain in the old 
system or opt into the new system. 
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Overview 

The military retirement system is a government -funded noncontributory, defined benefit system 
that has historically been viewed as a significant incentive in retaining a career military force. The 
system currently includes monthly compensation for qualified active and reserve retirees, 
disability benefits for those deemed medically unfit to serve, and a survivor annuity program for 
the eligible survivors of deceased retirees. The amount of compensation is dependent on time 
served and basic pay at retirement. The monthly retirement annuity is adjusted annually by a 
Cost-of-Living Adjustment (COLA) to ensure that the annuity is protected from the adverse 
consequences of inflation. Military retirees are also entitled to nonmonetary benefits, which 
include exchange and commissary privileges, medical care through TRICARE, and access to 
Morale, Welfare and Recreation facilities and programs. 

The active component retirement system provides a choice between two retirement options based 
on career expectations and an individual’s financial situation. Eligibility is based on years of 
active duty, with active duty personnel generally becoming retirement eligible after completing 
20 years of service. For reserve component personnel, their retirement system is based on 
“points,” and reservists do not generally begin to receive retired pay until the age of 60. Both the 
active duty and reserve component retirement systems “vest,” or become eligible for retirement 
benefits, at 20 years of qualifying service. 1 Those who separate voluntarily prior to the 20-year 
point generally receive no retirement benefits. However, there is a third retirement system for 
those who are retired with a physical disability regardless of the amount of time they have spent 
on active duty. Disability retirement also offers a choice between two retirement options: one 
based on years of service (longevity) and one on the severity of the disability. 

In FY2013 $54 billion was paid to approximately 2.3 million military retirees and survivors. 2 As 
shown in Table 1 , the number of military retirees and the cost of their retirement benefits have 
increased over the past decade. Congress grapples with constituent concerns as well as budgetary 
constraints in considering military retirement issues. In the past, some have viewed military 
retirement as a place where substantial savings could be made, arguing that the military 
retirement compensation is overly generous relative to pension systems in the civilian sector. In 
particular, they note that active duty military personnel become eligible for retirement at a 
relatively young age. The average active duty 3 enlisted retiree is 43 years old and has 22 years of 
service at retirement while the average officer is 47 years old and has nearly 24 years of service at 
retirement. 4 

Others argue that the military retirement system is fair given the unique demands of military 
service, pointing out the high operational tempo and repetitive tours of duty in overseas combat 
areas that servicemembers have endured over the past decade and a half. In addition, some have 



1 Vesting in the military retirement system is commonly referred to as “cliff vesting.” Until the 20-year point, there is 
generally no vesting. At 20 years, the servicemember becomes fully vested. However, individuals can receive 
retirement benefits with fewer than 20 years of service under the disability retirement system and under Temporary 
Early Retirement Authority (Section 4403, P.L. 102-484, October 23, 1992). 

2 Department of Defense, FY2013 DOD Statistical Report on the Military Retirement System, Office of the Actuary, 
May 2014. 

3 These figures are for all of DOD non-disability retirees, excluding reserve retirees. 

4 Department of Defense, Fiscal Year 2013 DOD Statistical Report on the Military Retirement System, Office of the 
Actuary, May 2014, pp. 81 and 98. 
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argued that past modifications to the system intended to save money have had a deleterious effect 
on military recruiting and retention, particularly in times of strong economic performance. 



Table I.DOD Retired Military Personnel, Survivors, and Program Costs, 

FY2005-FY20 1 3 



FY 


Retired Pay 
Recipients and 
Total Program 
Cost 


Retirees from an Active 
Duty Military Career 


Disability 

Retirees 


Reserve 

Retirees 


Survivor 

Benefit 

Recipients 


FY20 1 3 


2,284,179/ 


1,470,803/ 


103,106/ 


383,490/ 


326,780/ 




$54.00 billion 


$43.09 billion 


$1.43 billion 


$5.62 billion 


$3.85 billion 


FY20 1 2 


2,272,295/ 


1,472,087/ 


95,910/ 


376,052/ 


328,246/ 




$52.61 billion 


$42.1 billion 


$ 1 .38 billion 


$5.36 billion 


$3.81 billion 


FY20 1 1 


2,260,1 12/ 


1,471,219/ 


94,886/ 


366,823/ 


327,184/ 




$50.65 billion 


$40.5 billion 


$ 1 .36 billion 


$5.06 billion 


$3.7 billion 


FY20I0 


2,216,720/ 


1,467,936/ 


92,704/ 


356,602/ 


299,478/ 




$50.12 billion 


$40.2 billion 


$ 1 .38 billion 


$4.89 billion 


$3.65 billion 


FY2009 


2,201,788/ 


1,468,377/ 


91,460/ 


344,393/ 


297,558/ 




$49.17 billion 


$39.54 billion 


$ 1 .38 billion 


$4.65 billion 


3.60 billion 


FY2008 


2,170,812/ 


1,466,706/ 


85,499/ 


328,664/ 


289,943/ 




$45.66 billion 


$37.21 billion 


$1.29 billion 


$4.31 billion 


$3.38 billion 


FY2007 


2,146,403/ 


1,461,724/ 


85,306/ 


312,647/ 


286,726/ 




$43.57 billion 


$35.89 billion 


$1.27 billion 


$4.00 billion 


$3.28 billion 


FY2006 


2,1 16,690/ 


1,452,505/ 


87,232/ 


293,014/ 


283,939/ 




$41.13 billion 


$34.18 billion 


$ 1 .26 billion 


$3.60 billion 


$2.67 billion 


FY200S 


2,091,253/ 


1,441,931/ 


89,51 1/ 


280,680/ 


279,131/ 




$38.79 billion 


$32.44 billion 


$1.26 billion 


$3.32 billion 


$2.26 billion 



Sources: Department of Defense, FY20 1 4 Military Retirement Fund Audited Financial Report, Office of the 
Comptroller, November 7, 2014. 



Department of Defense, FY20I3 DOD Statistical Report on the Military Retirement System, Office of the Actuary, 
May 2014. Statistical documents available by fiscal year for FY2005-FY201 3. 

Notes: Total Program Cost is the total obligations and expenditures for that Fiscal Year. Survivors include the 
spouse, children, and others with insurable interests that are entitled to survivor benefits from the DOD Military 
Retirement Fund. 

While congressionally mandated changes to the military retirement system have been infrequent, 
any potential future changes are closely monitored by current servicemembers, retirees, survivors 
and the veterans’ service organizations that support them. In addition, there are roughly 6 million 
to 8 million family members, who, combined with the retirees and survivors, are generally 
believed to be an articulate and well-educated constituent group. 

Retirement Systems and Pay Calculations 

There are currently three separate but related retirement systems within the DOD: one for active 
duty members, one for reservists, and one for those who become medically disabled and are 
unable to complete a 20-year military career due to their disability. Each of these systems has 
distinct eligibility requirements and formulas for calculating the retirement annuity. Retirement 
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pay calculations are based on the date when the servicemember first entered on active duty and 
their “pay base” 5 at the time of retirement. 6 The active and reserve component retirement systems 
“cliff-vest” after 20 years of service, which means that servicemembers who leave the service 
prior to completing 20 years of eligible service typically, will not receive any non-disability 
retirement benefit. Vesting for the disability retiree occurs at their disability retirement date, 
regardless of years of service, and some individuals qualify for longevity retirement prior to 
attaining 20 years of service under Temporary Early Retirement Authority (TERA). 



Active Component Retirement 7 

For active duty military personnel, there are three methods of calculating retired pay based on 
longevity: the Final Basic Pay System, “High Three,” and Redux. The applicable retirement 
calculation is based on the date when the servicemember first entered active duty, their pay base 
at the time of retirement, their years of service, and whether they opted in to the Redux system. 
Figure 1 shows how eligibility for retirement calculations is determined. 

Figure I . Active Duty Non-Disability (Longevity) Retirement Eligibility Flowchart 



Servicemember eligibility Retirement system 




Source: CRS 



5 The “pay base” is either the amount of basic pay being received at the time of retirement (for those in the Final Basic 
Pay System) or the average of the highest 36 months of basic pay received (for those in the High-3 System). See 10 
U.S.C. §§1406 and 1407. Basic pay is the principal element of Regular Military Compensation (RMC). The other 
elements include the Basic Allowance for Housing (BAH) and the Basic Allowance for Subsistence (BAS), which are 
nontaxable allowances. Basic pay is between 65% and 75% of RMC. RMC excludes all special pay and bonuses, 
reimbursements, educational assistance, and any value associated with nonmonetary benefits such as health care, 
commissaries, and post exchanges. For additional discussion of military pay and RMC, see CRS Report RL33446, 
Military Pay: Key Questions and Answers, by Lawrence Kapp and Barbara Salazar Torreon. 

6 Unlike some civilian retirement plans, there is currently no provision in any of the military retirement systems for a 
lump sum withdrawal after retirement. 

7 This is also frequently referred to as regular non-disability retirement. 
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